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Abstract

Between 1982 and 2000, the Netherlands experienced a remarkable economic recovery.
Labour participation rose from a European low of 52 percent to the European average of 65
percent. Unemployment decreased from a high of 14 percent to a present-day low of 2%
percent, while govemment finances and socid security were reorganised. This paper ams to
demondgtrate how the Dutch culture of consensus, reflected in the Dutch inditutiond
consultation structure, was one of the main driving forces of this recovery. The trust
enhancing effects of the inditutiond framework, in which government, unions, employer
organisations, central bank and advisory bodies meet each other frequently in formal and
informal  atmospheres, produced an environment of mutua trust and co-operation that was
capable of effectivdy deding with the problems. Two decades of wage moderaion and
increased labour market flexibility have led to economic prosperity without significant socia
unrest. It is an example of an inditutiona framework that transforms trust between persons
and organisations a the micro level to positive macroeconomic effects.

Keywords: labour market policy, inditutiona framework, networks, trust

1. Introduction

Between 1982 and 2000, the Netherlands experienced a remarkable economic recovery. Some
people even speak of a “Dutch miracle’ and hold the so-caled “Polder mode” responsible.
Highlights are the increase of labour participation from a by internationd standards relaively
low 52 percent to the European average of 65 percent, and the decresse in unemployment
from a high of 14 percent to a present-day low of 2% percent. Furthermore, government
finances turned from a 9 percent deficit to a smal surplus and the socid security system was
dragticdly reorganised.

Severd explanations have been given for this miraculous recovery. This paper focuses on the
role of the specific Dutch inditutiond framework of social-economic policy preparation as a
driving force of the recovery. The Dutch culture of consensus finding in combinaion with the

inditutiond consultetion structure in - which government, unions, employer organisations,
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central bank and advisory bodies meet each other frequently in formal and informd

amospheres, produced an environment of mutua trust and co-operation that was capable of
effectively deding with the problems of the economy.

The concept of trust becomes relevant for economic andyss when one drops the standard
assumption of perfect and free information and takes care of the notion of bounded raiondlity.
In a studion of imperfect and asymmetric information, which is typicad for the policy making
process, it is impossble to write complete and legdly binding contracts. This offes the
possibility of opportunistic behaviour by transaction partners. This means tha agents can gan
extra benefits a the expense of ther transaction partners (Williamson, 1985). In these
dtuations, trustworthiness is regarded as the characterisic of the paty that refrans from
opportunistic behaviour. Trust is the expectation of a party that the other party will behave
trusworthy. It favours co-operation. The combination of game theory and the practical
problem of co-ordination between different parties a the labour market shows that - in
general - parties will be better off if they co-ordinate policies than they would be in the Nash
uncooperative equilibrium in which each party sets its policies while teking those of the
others as given.

A mgor advantage of building trust by co-operation of unions ahd employer associations is
that hold-up problems can be prevented. Two decades of co-operation between ynions and
employer federations in the Netherlands have cryddlised into a sustained combined Srategy
of lowering wage costs, incressed labour market flexibility and investment in employment.
Although this drategy involved twenty years of wage moderation (during which profits of
firms were restored), social unres in the form of drike activity has been negligible. Although
wage moderation in The Netherlands can be seen as just the Phillips-curve effect in reaction
to high unemployment, a mgor argument of our paper is that this sustained co-operative
stance can only be explained in terms of high mutua trust between the negotiating parties of
labour dtandards. The inditutional framework can in this way be seen as the intermediary
dement that transforms trust between persons and organisations at the micro level (often
found in microeconomic game experiments) to podtive macroeconomic effects.

Y, in spite of the enhanced labour participation, and in spite of various reforms of the social
security  system, demand for social security benefits remained high in the Netherlands,
especidly with respect to labour disability, where a considerable pat of the receivers of
benefits are unemployed in disguise. Hence, this outcome of the reforms in the social security

system shows a remarkable discrepancy between the behaviour of social partners in the wage
setting process and their management of social security. The first can be considered highly

responsible and praiseworthy, the second is a clear example of rent-seeking behaviour. In the
congtelation where on the one hand social partners had to decide about the implementation of
the social security system, and on the other hand government had to bear all costs, social

partners frustrated the workings of the sysem by usng it as a “dump” for less-productive
workers. In that way they took no interest in the costs for society. This may be a lesson that a
co-operative dance in one fiedd of policy does not form a guarantee for joint utility
maximigng behaviour in other fields. The inditutiond structure must dways be given the

shape that intemaises all extemd effects in the decison procedure.

The content of the paper is as follows. Section 2 gives a short overview of the main
characteristics of the trangtion from the Dutch disease to the Dutch miracle The main
inditutions and their role in the “Polde™ modd are discussed in section 3. In this discussion,
a secid emphasis is lad on the trug enhancing aspects of this inditutiond framework.
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Section 4 explains the relevance of trust for the efficient functioning of labour markets in
some more detail. After the trestment of the theoreticd model, we show the appropriateness
of the modd for the Dutch (labour) market. In section 5, we confront the findings of the
ealier sections with the actud interection of the policy makers in the Dutch inditutiona
setting. The Wassenaar agreement and the main policy measures that are held responsible for
the economic recovery are andysed in the light of trust between the main players and the
theoreticd modd discussed in section 4. Section 6 concludes.

2. From Dutch disease to Dutch miracle

The post-war period until 1963 can be characterised by strong GDP growth, full employment
and, because of govemment wage control, modest wage increases. After the period of
recongtruction which ended in the mid 1950's the Dutch economy was characterised by
former Minister Andriessen (1987) as an economic €ldorado. It was a period of Keynesian
demand management, with hardly any cyclicd downturns.

The sysem of govemment wage control more or less stops functioning after 1963. This is
caused by pressure from the market . where labour shortages lead to “black wages’ - and
from social partners (labour unions and employer associations) who want to stop government
interventions in “ther” labour market. The gradient rdease of wage setting comes a the same
time with the trangtion to a modem wefare state by expanding social security with a number
of provisons which, later, prove to be very generous (see table 1). The discovery and
exploitation of large stocks of natural gas contribute to the political belief that such a generous
and extensve system is sugtainable and can be financed.

Table 1: Social security, main legal provisons

Employee insurance

1930 Sickness Act (ZW)
1949 Unemployment Act (WW)

1964 Sickness Fund Act (ZFW)
1967 Disability Act (WAO)

Income loss due to sickness
Income loss due to
unemployment

Covers medica expenses
Income loss due to disability

National insurance

1957 General Old Age Act (AOW)

1959 General Widows and Orphans Act (AWW), replaced
by General Survivors Act (Anw) in 1996

1963 General Child Allowance Act (AKW)

1967 General Exceptional Medica Expenses Act (AWBZ)

1976 General Disability Act (AAW)

Old age penson

Penson for widows,
widowers and orphans

Child dlowance

Exceptiond medicd expenses
Disability for others than
employees

Social provisions

1965 General Social Assistance Act (Abw), replaced in 1996 Social assstance

by new General Social Assistance Act

The oil shock of 1973 marks the end of this period. The shock leads to high energy prices and,
through the automatic price compensation, to a proportiona rise in wages and benefit levels.




The guilder remains srong because of the revenues from the export of gas. This worsens the
competitive position, which hinders exports and depresses the exposed sector. The economic
problems in is period have become known as the Dutch disesse. S0, prices and wages
increase, and profits are squeezed. Unemployment starts to rise (and nearly does not decline
in the period between the oil shocks) and the Keynesian expanson policy of the govemment
now leads to rigng budget deficits The second oil shock (1979-1980) worsens the Stuation
even more. The wage share in market sector income - the share of the added vaue that
accrues to the factor of labour and is therefore not available for capital costs — increases to 95
percent (see figure 1). Unemployment resches a high of about 14 percent in the beginning of
the eighties. The government tries to enforce wage redtraints by intervening with mandates on
wages, but these are not very successful in this period.

Figure 1: wage income share market sector (in percentage of GDP)
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Source: CPB, Centraal Economisch Plan 2001.

Findly, in 1982, labour unions and employer associations reach agreement on a policy of
voluntary wage restrant and redidribution of work in order to restore profits and fight

unemployment in the so-caled Wassenaar agreement. This agreement marks the sart of a
period of relative wage moderation (eg. visavis real wages in Germany) which results in a
considerable decrease in the labour-income ratio. In section 4 we discuss further how the
agreement acts as a maor first gep in the trandgtion from the Dutch disease to the Dutch

miracle. This switch in policy and its acceptance are more or less initiated by ingghts of the
economic professon that Keynesan demand management is no longer an adequate policy
receipt to combat stagflation. It becomes understood that the negative supply effects of wage
rises are, through lower profits and worsening of the competitive postion, stronger than the
postive demand effects.

The start of the Lubbers Cabinet in 1982 also marks a switch in fiscal policy. The gradua
expanson of the public sector (central govemment, loca govemment and social insurance)
comes to an end and the govemment budget deficit declines from 8.6% in 1983 to small

surpluses in 1999 and 2000 (see figure 2). The strict budgetary policy results in a decline of
the share of taxes and social security premiums and the share of public expenditures in GDP
between 1983 and 2000, namely from 47.4 to 41.4% and 58 to 40.0%’.

3 CPB, Centraa Economisch Plan 2001




Figure 2: government budget, the Netherlands
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Source: CBS, Statistical Yearbook, SDU publishers, The Hague.

This policy of budget condraint is enforced by two deveopments. Firs, employment in the
public sector decreases from 15% to 11.7% of total employment, while the wages of civil
sarvants stay largey behind market developments. Putting the index for (nomind) contractud
wages a 100 for base year 1980, wages in the private sector rise to 170 in 1999, while
workers in the public sector see their income rise to 137%. In real terms, hourly wages in the
public sector ill are in 1999 almost 15 percent below their 1980 level (see figure 3).

Remarkably this happens without serious unrest among the govemment personnel, dthough
union density is relatively high in the public sector. The second source of budget
improvement comes from reduction in expenditures on social security — particularly because

of lower benefit levels and not so much because of a reduction in the number of benefit
recaivers.

* CBS, Statistical Yearbook, SDU publishers, The Hague.




Figure 3: Real hourly wages (1980 = 100)
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Yet, the most noticesble change in the Dutch economy is the decline in unemployment from
about 14 percent in 1983 to 22 percent at the end of 2000 (see figure 4). Especidly the fact

that other European countries that used to experience the same cyclicd circumgtances as the
Netherlands <ill wrnte double digits for ther unemployment peformance makes this
remarkable. However, offidd unemployment figures are not fully comparable between
countries. In the Netherlands, people above 57 years old don't count as registered
unemployed, because they are no longer obliged to search actively for a job since 1983.
Ancther typical Dutch arangement is the widespread use of early retirement, which also
digtracts older workers from the labour force. Above this, the Dutch disability benefit scheme
attracts two to three times more people than it does in other countries. part of these recavers
of a disdbility benefit can be regarded as unemployed in disguise, especidly as the disability
scheme is more generous than the unemployment scheme (Aarts, Burkhauser and De Jong
(1996), Hassink (1997), Lindeboom (1992)). These three options for a comfortable early exit
have resulted in a very low participation rate for elderly in the Netherlands.




Figure 4: Unemployment (percentage of labour force)
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Although the unemployment figures look a little less spectacular given these considerations,
the figures about employment are far more conclusive, ard agan underline the economic
miracle. From 1984 on, employment growth is clearly above European average and
comparable to the results of the American job machine (see figure 5). Labour participation
rises from an European low of 52 percent in 1983 to 65 percent, which is about European
average.

Figure 5. Annual employment growth
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3. Ingtitutions, consultation structure and effects on trust

In the preceding section we gave an overview of the trandtion — from Dutch disease to Duich
mirecle  that took place in the Dutch economy. In this section we focus on the specific Dutch
indtitutionel framework thet, in our eyes, made this recovery possible. We pay aitention to
peculiarities of the Dutch society as the “drive for consensus’ and “pillarisation”, and how
these are reflected in the indtitutional setting. After the discusson of the various players in the
fidd of economic policy making, we pay atention to some specific legidation on labour
sandards negotiations to get a better understanding of the functioning of the Dutch labour
market. Throughout the whole section, a specid focus is lad on the trust enhancing effects of
the inditutiond framework. In section 4, we explan why trugt is important for economic

policy.

Consensus and pillarisation

The drive for consensus is often conddered as a dominant sociad characterisic in The
Netherlands. Its origin may even be the Dutch historic context of the druggle againgt the
water. Already in the twelfth century public boards came into being to organise protection
agang the sea and initiate land-winning procedures. This common interest forced people to
co-operate with each other and to reach a compromise, or preferably a consensua agreement,

in order to be able to defend themsdves againg the danger of floods in all circumstances.

Moreover, for the faming in “polders’ agreement is needed on the level of the ground water
and on good maintenance of the dikes and ditches.

This idea of consensus formation as dominant sociad characteridic was, in a portentous way,
combined with another peculiarity of the Dutch society, namdy its “pillarisation”. During the
twentieth century until the seventies, the Dutch society was separated into four “spheres of
influence’, i.e. into four separate “pillars’, namely catholic, protestant, socidis and liberal.
These four pillars had their own schools, newspapers, broadcasting companies, sport clubs
and political parties. For a large part, people communicated with each other only within each
pillar. At the level of government, however, the leaders of the different pillars did not hestate
to contact each other and form codition govemments. These codition govemments ae a
necessity in The Netherlands, where the political parties origindly represented the various
pillars. It has never happened that a sngle paty obtained a mgority in paliament. This
system of codition govemments forces the different political streams to work together, reach
compromises and, even better, consensus.

This drive for consensus and pillarisation constitutes the background for the inditutiona
framework for (economic) policy formation in The Netherlands. An indght in the working of
these inditutions is crucial for the undersanding of how the trus enhancing effects of this
inditutional framework have contributed to the Dutch miracle,

Central Planning Bureau

A crucial role in this inditutiona set-up is played by the Dutch Central Planning Bureau
(CPB) which has now renamed itsdf in English as The CPB Netherlands Bureau for Policy
Analysis (CPB) as it does not want to be associated with economic planning in the sense of
the socidist economies. Yet, it was founded in 1948 origindly as a central planning bureau
for economic affairs, with Tinbergen as the first director.

In spite of the fact that the CPB is formdly part of the Ministry of Economic Affars it fulfils
its advisory task independent from government interference. This dtatus of independence is




recognised by all parties and stakeholders in the policy making process, which has provided
the andyses of the CPB with high reputation and esteem. The two mgor periodic publications
of the CPB are the Central Economic Plan (CEP) and the Macroeconomic Outlook (MEV).
The Central Economic Plan is published each year in springtime and contains a survey and
andyss of economic developments in the Netherlands and abroad. The CEP also contains
economic forecasts for the current year. The MEV is published together with the government
budget in September each year and contains the formal forecasts of the economy in the next

year, on which the govemment budget has to be based. Moreover, the MEV gives revised
projections for the current year.

In fact the CPB nowadays has two magor tasks. The first is that of nationd auditor: this
implies economic forecagting and assessment of the effects of policy measures for the
govemment and for other groups involved in the policy making process. The second task of
the CPB has remained, up to now, somewhat underexposed. It is that the CPB conducts, in the
more general sense, gpplied economic research (see Don, 1996).

CPB’s reputation of independence has been chdlenged from time to time both in academia
and by the press, especidly with respect to its task of formal auditor for the govemment. Here

the position of the CPB isin fact that of a monopolist and it is true that the CPB has a specid

postion, as it has access to confidentid information on govemment policy. This pogtion is
needed in order to be able to react promptly on questions by policymekers, which manly
regard technicd and accounting aspects in policy discussons Ye, in the inditutiond
framework for policy making in the Netherlands a nurnber of checks and balances have been
built in order to prevent the CPB to misuse its monopoly postion. Such misuse would also

immediately destroy much of the reputation that the bureau has built up so carefully. Besides
it is a quettion of efficiency to have, in a reatively smdl country as the Netherlands, only one
inditute which is responsble for this kind of macroeconomic forecaging and policy
evaduations. This task requires a lot of specific investments and hence the inditute has to be
quite Szeable. It is typicad for the inditutiond sat-up of Dutch policy making that there are
numerous formal and informd contacts between the staff of the CPB and the economidts at

minigtries, researchers in academia and the staff of the social partners. On the one hand they

provide relevant information to the CPB, but, on the other hand, they will, if needed, be
critica on the work of the CPB.

The CPB does not hold a monopoly postion for its second task, namdy that of inditute of
applied economic research. Here, it competes both with other Dutch inditutes and with
ingtitutes abroad. Nowadays the CPB is asked more frequently than before to give a second
opinion on research conduct by other inditutes. Moreover, intemational organisations such as

the OECD, the daff of the European Commission and the IMF publish periodical forecasts for
the Dutch economy.

Since the CPB’s fird director Tinbergen (1936) has built the first econometric policy modd it
is underdandable that mode based policy andyss has, from the origin, condituted an
important part of the work of the CPB. The CPB’s ‘modd’ early acquired a high daus in
academic circles and has come to be regarded in Dutch society as an objective piece of
economic science (Den Butter and Morgan, 1998). The analyses of the CPB are widdy used
as input for social economic policy discussons. However, in the first few years of the CPB

there was a fierce intemd discusson in the CPB about the way the bureau should give shepe
to its advises (see Van den Bogaard, 1998). On the one side was Van Clegff, who had the

view that the CPB should follow a normative approach, while on the other side Tinbergen




supported the idea of disentangling the postive and normative dements of the anayses
Crucial in this controversy was in which way economic policy advice would be the most
successful in the “pillarised” economy. Van Clegff tried to devdop an dl-embracing
normative theory which would integrate the ideas of the different pillars. Tinbergen wanted to
develop a method that would give the most objective description of redity. The differences
between the pillars would then be minimised to ther different normative proportions. In other
words, he wanted to make a clear digtinction between the workings of the economy (modd)

and the palicy gods (welfare functions), and then “try to agree on the firs and compromise on
the second issue’. Tinbergen won this battle. Since then, economic policy preparation in the
Netherlands is organised in three autonomous parts. data, mode and norms. The daa and

statistics are collected by the Central Bureau for Statistics (CBS), the workings of the
economy are described by the modes of the CPB and the baancing of different points of
view is done by the govemment in didogue with unions, employer organisations and other
asocidions of organised interest. This method of splitting facts and politics seems to be the
best in cregting consensus in a pillarised society.

A mgor and unique example of this functioning of the CPB in policy consensus (or rather
compromise) formation is that, in years in which general dections for parliament teke place,
the mgjor palitical parties ask the CPB to calculate the effects of ther election programs for
economic growth, employment, income didribution and so on. The results for the different
political parties are widdy spdled out in newspapers and televison programs. Seemingly it is
almost a redisation of Tinbergen's dream to separate the knowledge on the working of the
economy, which is contained in the modds used by the CPB, and the normetive preferences
on trade-offs between policy gods, which will differ for each political party (or pillar). In fact
this procedure has proofed beneficid in the formation of codition governments and in
drafting the “government agreement” that is sgned by the various political parties who co-
operate in the codition government. In the discussons after the dections, when a new
govemment has to be formed, those policy measures put forward by the various political
parties have the best chance to be included in the govemment agreement that have, according
to the cdculations of the CPB, the largest favourable effects on the major policy gods.

However, this procedure may bring about some quetionable side effects. Firdly the CPB will
not include the various policy proposds by the political parties a face vaue in ther modd
cdculations, but there is ample interaction and discusson between the paty officias who
write the economic sections in ther political programs, and the saff of the CPB who

implements the proposds in their models. So this exercise of the CPB may lead to revisons of

the proposas by the political parties before they are published in ther final programs. A
second, even more questionable side effect is that the economidgts of the political parties have
become familiar with the properties of the modds of the CPB and will, in ther policy

proposals, see to it that they are effective in terms of the CPB modes. In fact a bad

performance in the CPB cdculations, especidly with respect to employment, can lead to a
large loss of votes in the dections. The result is that this procedure made the policy proposas

of the political parties to be very much in line with proposals which are beneficid according
to the models of the CPB. So it has led to a remarkable convergence of policy plans, which
contributed to the lack of interest of the Dutch population for general eections — apart from

“depillarisstion” which may be another course. Moreover, there is a risk that the way the CPB

models describe economic redity is not correct, so that all political parties are begging for the
wrong horse in the design of ther programs. This would imply an extraordinary example of a
political lock-in.

10




Cen tral Bank

The second inditution which traditiondly plays a mgor role in macroeconomic policy is the
Dutch Central Bank: the Netherlands Bank (DNB). The formal task of DNB is to conduct
monetary policy in order to combat inflation and to keep the vaue of the money dsable. The
Dutch Central Bank has dways been quite independent from govemment intervention so that
it can traditiondly be ranked amongst the world’'s most independent central banks. On the
other hand, the role of DNB in the policy discussons in the Netherlands is not redtricted to
monetary policy; DNB tekes pat in the mogt prominent forums for policy discusson in the
Dutch Polder modd. The advice and policy analysis of DNB are well respected and carry a
large weight. Moreover, there is ample informa co-ordination with fiscal policy: the President

of DNB has regular lunches with the Minigter of Finance and the Treasurer General, who is a
highly ranked civil servant a his ministry. The exchange rate policy of DNB also played an
important role in economic recovery. The monetary policy of fixing the vadue of the Dutch

guilder to that of the German Mak can be seen as a mgor contribution to the success of the
policy of wage moderation. In this way, the relaive decrease of labour costs in the
Netherlands due to the policy of wage restraint, was not sterilised by a nominal appreciation
of the guilder. As a result the Dutch guilder depreciated in real terms, which was beneficial to

the international competitive pogtion.

Foundation of Labour

It is typicd for the Dutch Polder modd tha the social partners are a the heart of the
conaultation structure for economic and social policy. The “Foundation of Labour” (STAR) is
the formal plaform where employees and employers meet each other on a structural basis. It
was founded in 1945 as a private organisation and acts as a bilaterd forum of discusson for

unions and employer associations in the fidd of labour standards. The seats are equdly
divided between the two, and both sides deiver one of the two chairmen. The results of the

discussons are dtated in “central agreements’. This occurs about once in two or three years.

Social Economic Council

Yet the mgor forum for political discussons which is associated with the Dutch Polder
modéd, is the Social Economic Council (SER). The SER is the main policy advisory board of
the government for social economic matters. Its congdlation is tripartite. Labour unions,

employer associations and independent “members of the crown” each posses one third of the
seets. There are three important labour union federations: the socialist/catholic FNV, the
protestant CNV and the MHP for middle and higher ranked personnel/managers. Nation-wide
union membership rate is about 27 percent, of which 64 percent belongs to the FNV, 19

percent to the CNV, 11 percent to the MHP and 6 percent to other unions’. There are also
three employer federations a the central level. The most important is the VNO-NCW, which
acts as a representetive for all employers. Members of this federation are both individua firms

and lower level employer organisations, often organised by industry. MKB and LTO are the

representatives for respective firms of middle and smal size, and firms in the agriculturd
sector. The “members of the crown” congs of professors of universty faculties of economics
and law, politicians, the president of the Dutch Central Bank and the director of the CPB.

It is through these independent members that the policy discussons within the SER benefit
from the indghts of scientific research. The anadyses of the CPB and DNB cary a large
weight in these discussions. Policy advises by the SER ae prepared in committees where
representatives of the three categories discuss and amend texts drafted by the Secretariat of

’ These CBS data relate to January 2001.
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the SER. Representatives of various minidries attend these meetings of the committees but
formally they are observers. They will not take part in discussions unless they are asked to
provide relevant information. Obvioudy it is important for the impact of the advises of the
SER thet they are unanimous. It is quite exceptiond that the govemment would disregard a
unanimous policy advice of the SER. The independent members of the crown (which, by the

way, represent the various pillars in the Dutch society) can, in informa discussons, be hepful

in reaching such a consensus advice. A mgor role in this Stuation is played by the chairman
of the SER, who is also an independent member, and understandably has a crucial postion in
the indtitutiond set-up of the Dutch Polder model.

The SER has an important function in promoting trust between the various policy makers by
acting as a platform of discusson for socid partners, government, central bank, CPB and
scientigts. The pogtive role of the SER has, however, not aways been recognised by the
govemment. The legal provison that the government was obliged to ask the SER for advice
on all proposals for social-economic legidaion was abolished in 1995. The feding had arisen
a the government level that this procedure took too much time and caused to0 much
“dickiness’ in the policy preparation procedures. However, instead of wesakening the postion
of the SER in the process of policy preparation, this messure seems to have strengthened it.
The measure worked, probably unintended by the government, as a trigger mechanism for the
members of the SER to reach consensus in its policy recommendations. Recommendations
that ae dgned unanimoudy by the three paties involved give a drong sgnd to the
govemment of societd consensus on specific policy measures, and are therefore much more
powerful than recommendations that reflect divided opinions. As mentioned above, the Dutch
culture of consensus puts strong pressure on the govemment to follow unanimous
recommendations. The govemment is, however, not bound to act in the way the SER
recommends, athough it is obliged to give a formal reaction Statement a every published
advice.

The SER thus fulfils two main purposes. First, it works as a device for the govemment to get
informed about the points of view of employee and employer organisations about socia-
economic questions. Especidly the unanimous recommendetions give the government clues
about what policy measures will be supported by society. Second, the SER works as a
platform tha brings together employee and employer organisations to tak with each other
about social-economic matters. The presence of economic and legal scientists makes sure that
the discussions are based on solid arguments. In this way they learn about each motives and
objectives for and againgt certain policy measures. This prevents misunderstandings and can
form a bass for developing mutud trugt.

One of the major aspects in the negotiations in the SER, which is related to the idea of trud, is
that the main negotiators meet each other regularly both in formal and in informa mestings.
So it is the repeated game agpect of trust formation which plays an important role here. An
example of this dtitude can be found in an interview by Arjo Klamer (1990) on the occasion
of the 40™ anniversary of the SER. Klamer posed the following question to Jan Stekelenburg,
a that time the chairman of FNV, the largest trade union. ‘My impression is that you and Van
Lede ~ chairman of the largest employers organisation - are very much on spesking terms and
that you are more friendly to each other than the outsde world believes you are’
Stekelenburg's answer is. ‘No, no, that is not true! It is certainly not true that we're congtantly
fighting with each other, but a the moment of conflict it is clear and apparent and we don’t
ease the problem when we are together.” Then Klamer asked: ‘Did it happen that you were
redly angry with Van Lede? Stekelenburg replied: ‘Yes, when there is redly a large conflict
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1 may be angry. However, it will happen in a way which does not haam our future
relationship, because we ae condemned to each other. We need each other in these
negotiations on labour reaions, so that we should be aware that after a big quarrd we will

adways be forced to come back to business in a next stuaion. So the real hard and definite
battle will never be fought.’

Committees

A further mgor role in this technocratic process of economic policy preparation is played,
adbat somewhat outsde the spotlights of attention, by committees ingde the ranks and files of
the govemment. The “Council for Economic Affars’ (REA) and the “Central Economic
Committeg” (CEC), are especidly influentid in this respect. The CEC condsts of highly
ranked civil servants from the key minigries involved in economic and social policy. The
committee is chared by the secretary general of the Ministry of Economic Affairs and it is
through discussons in this committee that caculations by the CPB have inspired to mgor
changes in economic policy (see Den Butter, 1991). Incidentdly, when no consensus can be
reached about difficult policy problems in the inditutiond framework sketched above, specia
committees are edtablished for policy advice on these problems. A recent example (2001) is
the committee chared by Donner, former charman of the Scentific Council for Government
Policy and member of the “State Coundil”, which is asked to provide a new desgn for the
social security arrangements for disabled workers (WAO).

Scientific Council

A danger that threatens the close consultation structure as it exists in the Netherlands is that it
is susceptible to inertia, and even to lock-ins so that radical changes will never be initiated. In
order to get out of such a Studtion, it sometimes helps if an outsder rings the darm bell. This
has become one of the functions of the Scientific Council for Government Policy (WRR). The
WRR was founded in 1972 to provide advice to the govemment about long-term policies.
Though this multidisciplinary Scientific Council is not a redly a pat of the consultation
structure of the Dutch labour market, its reports are among the most influentid social-
economic anayses.

Parliament

After all conaultations in the inditutions in the Polder mode have been conducted, it is, of
course, in the democratic state of the Netherlands in the end adways the parliament that
decides about policy measures proposed by the government. Yet the outcome of the

consultations will dways carry a large weight in the voting behaviour of the members of
parliament.

Wage negotiations

It is not only in the structure of organised meetings in the STAR and SER and other platforms
that trust between policy maker is improved. Also the general structure and legal environment
of the wage negotiations give incentives to the different parties to co-operate and reach
consensus. We first take a look at these features of the wage negotiations at the central levd,
after tha we continue with negotiations a industry and firm levd.

At the central leve, two times a year a fixed consultation process between government and
social partners takes place. These are cdled the “spring’- and “autumn’*-consultation. These
are agan two moments when officd medings between govemment and social partners take
place, but the process also favours trust within the organisations, as will be darified below.
Sating-point for the spring-consultation is the new plan for the govemment budget, the
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autumn-consultation marks the beginning of a new round of wage negotiaions. The
preparations for the yearly cycles of wage negotiations start in the two largest federations of
unions (also see Teulings and Hartog, 1998: 281). The biggest employee federation, the FNV,
uses the macro-economie forecasts of the CPB to calculate the “wage bargaining space’. This
concept describes the reasonable wage cost increase and is usudly cdculated as the sum of
inflation and change in labour productivity. Note thet it is not defined in what definitive form
this wage space should be redised (wage increase, labour time reduction, schooling, fringe
benefits). Together with other wishes, this is written down in a document and then discussed
with the charmen of all member unions. The other big federation (CNV) follows a procedure
thet is quite Smilar. Apat from this consensus and consultation gpproach, the central strike
fund serves as a way to promote unity in union federations. Only unions thet drike in line
with federation bargaining positions can receive support from this central sike fund. These
are two ways to keep member unions and the federation a the same line of policies.

Employer organisations also co-ordinate their bargaining positions for the new wage
negotiations. The Committee for the Preparation of Wage Policies prepares the fundamenta
principles for the negotiations in each year. A general strike fund is open for members that are
hit by strikes that deal about fundamental issues discussed by the Committee.

Incentives for co-operation are also present in negotiations a the industry and firm levd. To
make this clear, we first have to take a somewhat closer look at the regulation of collective
labour agreements. Two laws regulate the completion of collective labour agreements. Fird,
the Law on the Collective Agreement of 1927 dipulates that the terms of a collective
agreement are binding for all workers in the firm, not just members of the union Sgning the
agreement. Second, the Law on Mandatory Extenson of 1937 gives the right to the Minister
of Social Affairs to extend a collective agreement to the entire industry. To get extension, one
of the bargaining parties must send a request to the Minister, who checks some formal criteria
The most important is that the collective agreement must cover a subgtantid mgority of the
indugtry. The maximum duration of an extenson is two years.

There are severd features in the system of wage bargaining that give incentives to all unions
to Sgn an agreement and to the employers to Sgn an agreement with all unions (also see
Visser and Hemerijck, 1997). By making it favourable for all parties to reach an agreement,
these incentives simulate the formation of consensus and trust. Because an agreement can
only be reached when Standpoints come together, this incentive structure also favours the

moderation of demands and wishes of the parties and thereby promotes “reasonable’
outcomes.

An important incentive comes from the fact that employers are free to Start negotiations with
any union, but are not obliged to do so. Firms are not legaly bound to acknowledge any
union. The law of 1927 states further that when the employer signs an agreement with any
union, this agreement functions as the agreement for all employees, regardless of ther
eventud membership of this or another union. SO, a any moment, anyone can start a union of
his own and every union can try to get in negotiation with the employer. Unions are alowed
by court to strike to reach this purpose. This means that unions dways run the risk of being
excluded from labour negotiations by the employer. This sometimes even occurs to the most
important unions, O it is a credible threst. The main reasons why unions want to be involved
in the negotiations are thregfold. The first reason is of course that they want to reach
something for their members. They have no reason of existence if they're not the sparring
patner of the employer. The second reeson is that only the unions that have sgned the
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agreement are entitled to the rights tha come forth out of the agreement. The third reason is
that the unions that have signed the agreement receive a fixed amount of money per worker in
the firm/industry, to be divided between the different unions in proportion to ther respective
amount of members. The combination of these three reasons with the posshility of excluson
gives unions incentives to form coditions with other unions and mitigate their dams. They

are very well aware that the party with the most extreme clams bears the highest risk to be
excluded.

The employers also face an incentive to include as many as possible unions in the
negotiations. Collective labour agreements usudly contain a clause that forbids the unions to
organise or support strikes during the time period the agreement is vdid. Since, of course,
only the unions tha signed the agreement have to obey this clause, the employers have an
incentive to get the agreement signed by as many unions as possible.

Trust evaluation

Looking & the Dutch inditutiond framework for social-economic policy preparation, we
notice that it has severd characteridtics that favour the formation of trust and co-operation. To
begin with, there seems to be a character trait or culture prevdent in the Netherlands that is
favourable to co-operation and consensus, possbly descending from a joint fight againgt the
water. With other words, there seems to be a sort of “basic trus” upon which actud mutud
trust can be developed. This can also be related to the idea of the path-dependency of trust
(see for example Putnam, 1993). Given the fact that most people in a society feel indined to
act in trusworthy ways, it is beneficial for all people to keep to this way of transacting,
because it will raise extra benefits for the involved parties by being able to solve co-ordination
type of games. However, when most people in a society are used to act in uncooperative
ways, every individud mus distrust other people in order not to be exploited. In this way, the
level of trust a a given date in a society has its effects for trust in the future. The inherent co-
operative stance of the Dutch thus favours the formation of trust.

A second characteridic is that people ae aware of an extemd threat and their own
vulnerability. This extemd threat used to be the water but nowadays seems to be replaced by
foreign competition. The inhabitants of small open economies have to find ways to ded with
this without the option of protectionism. This demands co-operation of all interests in society.

This is reflected in the way policy prepardtion is organised. The structure can be regarded as
corporatist, in which government and organised interest together search for solutions.
“[O]rganised interest does not have to lobby, they are welcome partners in the conference
room” (Hartog, 1999: 8). The third characteristic is thus formed by the framework of
inditutionaised contacts between government, social partners, central bank, CBS, CPB and
advisory boards. The representatives of all these groups meet each other frequently, both in
formal (meetings of the SER, STAR, soing- and autumn-consultation, CEC, REA) and
informa occasons (receptions, farewel parties, etc.). These frequent contacts culminate into
better information exchange and thereby prevent misundersandings. But this network with a
reeively low number of players and a high meeting frequency is also very favourable for the

formation of trust. The Dutch inditutiond framework seems to fit almost completely with
micro findings on how to build trust-enhancing networks. The group of players is relatively
gndl. As we have seen from the interview by Klamer (1990) there is a lot of repeated
contacts between the players. A substantid part of it is faceto-face and informa (see eg.

Ostrom and Waker (1997) for an anadyss of public good games in which faceto-face
communication leads to subgtantid increeses in co-operation). Every player belongs to an

15




organisation, SO reputations can be smoothly trandferred from one representative of the
organisation to the other. With other words, a reputation of trustworthiness does not disappear
(completely) when individud persons are replaced. Reputations are important, because
policy-making is a dynamic process. Organisations meet each other over and over again, and
know tha this will not change in the coming years. Together with the aspect of the small
group, this leads to the fact that the possihilities for learning and control are substantid.

For the gtuation in which repeated interactions between agents take place, Buskens (1999)
diginguishes two types of effects on the behaviour of the truging party. These are leaming
and control. “Learning indicates the extent to which a trustor can modify her expectations
about characteristics of a trustee from observing his behaviour in past transactions. Control
indicates the extent to which the trustor can influence the trustee’'s behaviour via sanctions
anticipated by the trusteg’ (Buskens, 1999: 11). Leaming and control become more powerful,
when repeated transactions are not only taking place on a hilaterd basis, but are also observed
by other agents who act as (potential) transaction partners. Social networks and reputation
become important in this dtuation. In the Dutch framework with smdl groups and high
frequency of contacts, we see that people leam quickly about the behaviour of others.
Reputations spread fast. When some party acts againgt the norms, it can be punished quickly
both within the group (news travels fast in smal groups with frequent contacts) and in public
(with help of the press). In this way, a good reputation becomes vauable for organisations.
Once obtained a reputation of trustworthiness, they will be eager to keep it, for it enables
them to participate in mutudly beneficial transactions.

The fourth characteristic is the specific legidaion on collective labour agreements that
promotes co-operation between firms and unions a the level of indudry and single firm.

As a last chaacteristic we can see the tendency to decentraisation. Since 1982, the
govemment has withdrawn itsdf from direct intervention in wage negotiations, thereby giving
the first respongbility for a sound wage development in hands of social partners. This forms a
trigger mechanism for social partners to co-operate. Both union and employer federations
want the government to stay out of “their relm”. They know, however, tha the govemment
has the power to intervene when they do not succeed in negotiating reasonable labour
standards. This forms again an incentive for co-operation. Above this, every time co-operation

succeeds, trust grows between the parties, which makes co-operation even more likdy in the

future.

4. Labour market theories and trust

In the previous section, it was shown how the specific Dutch institutional framework
promotes co-operation and trust between the economic policy mekers. This section connects
some theories of the labour market, like specific invesment, the hold-up problem, union
behaviour and search theory, with the concept of trust, thus showing the importance of trugt in
theoretical consderations. After this, we consider the appropriateness of the theoreticad model
forthe Dutch gtudion. In the following section this model and its consegquences are related to
the policy measures that are held responsible for the Dutch miracle.

Hold-up problem

The hold-up problem can be seen as a result of a combination of bounded rationdity, scarcity
of information and uncertainty. These three make it impossble to write down complete and
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legdly binding contracts, which opens the way for opportunism: people can gain short-term
benefits by cheating. The combination of opportunism and specific invesments can lead to
hold-up problems (Williamson, 1985). Specificity of an invesment means that the vaue of an
investment is directly dependent from the continuation of the rdationship. An example of a
gpecific invetment is a firm investing in the kills of an employee while these kills are only
vaduable in this specific firm. The effect of this invesment is tha the labour productivity of
the employee in this firm is rased. As long as the employee days within the firm, the
investment leads to extra rents (to be divided between firm and employee). When the
employee leaves the firm, these gains are lost. This gives additiond bargaining power to the
employee, because he can threaten to leave the firm. The lack of complete contracts hinders in
this case mutudly advantageous trade. Though there are profitable investments to be made,
potentid investors refrain from doing so, because they are afraid tha their transaction partner
will hold them up.

A solution for this problem is to allocate ex-post (after the investment has been done)
bargaining power to the party that carries out the investment. The obvious way to do this is by
intemaising the transaction. Labour, however, canot be intemdised (tha would mean
davery). The second best solution seems to be the agreement on a long-term contract. The
wage in such a contract should be between the outside options for firm and employee. The
outside option for the worker is his fdlback postion outside the firm. It is the wage that other
firms would want to pay for his services. Since the specific invesment raised the productivity
of the worker only in this specific firm, this outsde wage is usually lower than his indde
wage. This outsde wage (or margind productivity of the worker before the investment) forms
the lower boundary of the insde wage. The outsde option of the firm is equa to the cost to
hire a new employee and to tran him untii he has the same productivity level as the
incumbent employee. The cost of a new employee (the margind productivity after the
invesment) forms the upper boundary of the wage. As long as the wage is between these
outsde options, it is efficient for both parties to continue the relationship. This Stuation is
cdled “mutua hold-up” (Hashimoto, 1981). Both parties are not credible in their threats to
leave the redionship when the wage is in this corridor between the outsde options. It is
efficient for both of them to continue the relationship.

A solution for the hold-up problem could be that parties write nominal contracts on the
digtribution of the returns a priori, or with other words, parties fix in a contract the nominal
wage level in the corridor between the outside options (also see MacLeod ahd Macomson,
1993). To prevent the appearance of hold-up problems, it is Sipulated that there will be in
first instance NO renegotiations about the wage level. There will be only renegotiations, when
one of the outsde options becomes binding. In this way, inefficient Separations can be
prevented while the hold-up problem is suppressed.

A problem with this modd is thet it relies on the assumption that both parties know each
respective outsde options. Although the modd is redtricted by this unredistic assumption,
there is some evidence that the model describes redlity to some extent. Beaudry and DiNardo
(1991) show that the lowest unemployment rate since the start of a job has a strongly
ggnificant upward effect on the current wage, which is congderably larger than the effects of
the current employment rate, and the unemployment rate at the stat of a job. The lowest
unemployment rate can be consdered to be the period with the most vauable outsde options
for the workers, which, according to the modd, should result in upward adjusment of the
wage to prevent incumbent workers from leaving the firm.
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The problems involved with the “shaky” assumption that both parties know each outsde
options grow, when the economy is hit by unexpected aggregate shocks. It could be assumed
that parties know how to handle with idiosyncratic shocks, but it seems less likdy that this is
also the case for aggregate shocks. Two unfavourable situations can occur. Firg, there will be
renegotiations of the contract and the employer is held-up. Second, the employer refuses to
renegotiste in fear of being held-up and inefficient separation takes place. Both possble
Stuations lead to a lower than efficient invesment leve. The micro level thus seems not to be
the right place to adjust nominal contracts to aggregate shocks.

A solution for this problem is to delegate the task of adjusting contracts to aggregate shocks to

corporatist organisations. By ddegating the wage negotiations to a higher levd, the link
between bargaining power as a result of specific invetments and the level of specific

invesments is broken. Negotiators a the higher level are less prone to opporhmism. They
bargain over wage changes for whole indudtries, while the specific investments vary per firm
and employee. Above that, unions don't want to put their rdationship with the employer
asociations a dake. Furthermore, we can say that “[a]ctive corpordist intervention is
superior to mechanical adjustment rules, as these rules can never anticipate all contingencies.

Rules require shocks to be contractible, while for corporatist ingtitutions shocks need only be
observable” (Teulings and Hartog, 1998). It is too codtly to arrange a contract that includes all

eventudities and their remedies, ex ante, but it is dways posshle to adjust the contract after
some particular shock occurred.

Two types of labour unions

This way of contract adjustment by delegation to organisations at a higher level involves that
both unions and employer organisations are trying to maximise the joint surplus of both sides.
In the standard neo-classcal modds of union behaviour, unions only try to maximise the
utility of their members. This may describe the Situation in decentrdised economies very well,
but certainly not in economies with a corporatist design (also see Teulings and Hartog, 1998).
In decentralised economies in which no bargaining at a central level takes place, unions have
an incentive to operate in antagonistic ways. They drive to get the highest possble wages for
their members. On the short term, this fulfils best the wishes of ther members. Membership
of a union is thus interesting for workers. These kind of unions have an incentive to raise ther
membership level in firms in which they ae already active, snce this increases ther
bargaining power. Thrests of strikes or other obstructions of the work process become more
credible with higher rates of membership. Frms will react in hodile ways to this union
behaviour and do everything to prevent unions from getting a solid base in their enterprise.
This leads to a scattered presence of unions among firms. In some firms, they are very
powerful and this makes it attractive for employees to become and stay member, in other
firms, they have hardly any members and the management of these firms prevents them from
growing.

In more corporatist societies with centrdised wage bargaining, the draegy of unions is
different. They have an incentive to maximise the joint surplus by bargaining in ways as to
prevent hold-up problems. Because these negotigtions lead to higher effidency of the
economy, employers cary a benevolent atitude towards these co-operative unions. The
labour unions can demand a portion of the extra rents that result from the increased efficiency
in the form of higher wages. Economies that are characterised by co-operative unions, show a
diffusion of union members over all indudtries, but with low average union density. Free-rider
problems are involved with this. To prevent hold-up problems, the results of the negotiations
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apply to all employees, so that union membership does not offer the “carrot” of a higher
wage.

A second source of different incentives for these two types of unions comes from the problem
of insider power. Co-operative unions feel the pressure of their members to first promise the
employers a co-operative strategy, but, after specific investments have been made, to use their
increased bargaining power to demand a larger fraction of the extra rents, which would mean
a switch to antagonistic practices. This “indder power” can be kept under control, when
membership is spread over different industies as is usudly the case in corporatist societies.
Different members are then confronted with different idiosyncratic shocks, which leads to a
minority of members that wishes wage increases, being ruled out by a mgority of members
that wants to save ther reputation and kegp on with maximisng joint surpluses. This makes
unions in corporaist societies credible (and unions in decentralised countries incredible) in
their co-operative stance.

Trust involved

The mechanism by which hold-up problems are prevented in corporatist economies requires a
subgantid amount of trust between the bargaining paties. Both parties, employer and
employee organisations, can feel the incentive to cheat. This problem can be seen as a
prisoners dilemma problem. The social optimum would be to co-operate, but there are short-
term incentives to defect. Why would parties trust each other? A first reason can be found in
the value of a reputation of trustworthiness for a party. Having such a reputation creates vaue,
because it simulates other parties to engage in mutud beneficid trust-related transactions.
The higher the frequency of these transactions and the easier it is to recognise the
trustworthiness of the players, the more valuable the reputation becomes. Players will thus be
very careful not to waste their reputation.

A second reason for mutual trust comes from social norms. These can help to solve these co-

ordination problems by providing a foca point in the (re)negotiations about future wages
(also see Teulings and Hartog, 1998). The norms ensure that the beliefs about the out-of-
equilibrium behaviour of others are in place, and the others will stick to the implicit contract
during the renegotiations process. Social norms also have an important function in making the
individud firms and workers accept the centraly bargained agreement as being a focd point.

The individuad members must trust their representatives at the central negotiations to have
bargained the best possble agreement for them. The representatives must trust that the
individud members will support thelir bargained outcome. Without this mutud trudt, the
sysem does not work. There is no sense in bargaining a a central level if the individua

employees and employers are not willing to accept the results®.

A specific norm that could offer such a focal point is faimess. The literature on
microeconomic experiments shows that unfar behaviour is usudly reciprocated by severe
punishments, even when this creates some costs for the punishers themsdaves (see for example
Giith, Schmittberger and Schwarze (1982) and Camerer and Thder (1995) for findings of
negative reciprocity in ultimatum games, and Qstrom (2000) for a short overview of findings
in public good experiments). The bargained labour conditions will therefore have to be
conddered far. The source of the norms of famess differs between decentrdised and

8 In the case of the Dutch metal sector, Poortvlied and Akkerman (2000) conclude that most of the central
recommendations of the STAR appear at the agenda of CLA-negotiations at the industry and fum level.
Members of the STAR havein general a positive judgement about how their recommendations have worked
through into the results of the CLA-negotiations.
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corporatist economies. In decentralised economies, the focus is entirdy put on wha happens
a the level of the firm, since information about shocks that occur at the aggregate level is not
or insufficiently known. So, the focd point will also be perceived at the level of the firm and
rent sharing at this level becomes the norm. In corporatist societies, the foca point is a the
macro level where corpordist organisations bargain over their “central agreements’. With this
focd point of famess it is very difficult for firms to deviate and set their own standards
without facing the risk of retdiation.

The findings of Gordon (1994) can be reaed to this. He shows some evidence that
antagonitic labour relations can be associated with decentralised economies, and co-operative
relations with corporaist societies. In decentralised economies, the supervison intengty is
subgantialy higher than in corporatis economies. The barganing power of individud
employees is in the former probably put in check by supervison messures, whereas in
corporatist societies social norms and the delegation of power to higher leves fulfil this task.

Appropriateness of the hold-up model

Can the Dutch inditutional context be linked to the hold-up modd? The way in which wages
are yearly adjusted gives some evidence. The structure of the yearly wage increases in the
Netherlands fits very nedly in the MacLeod and Macomson contract model (also see
Teulings and Hartog, 1998: 271). A first corresponding aspect is that the contracts are written
in nominal terms.

The second resemblance is the decomposition of the wage increases in three parts. The first
part concerns the contractual experience and tenure profile. Usudly, every employee gets a
yearly wage rise, because every additiona year of tenure rises him one step a some specified

fixed-wage scale. This part of the wage increase can be seen as the contracted wage increase
in period 1 for period 2 when no shocks occur. The second component of the wage increase is
negotiated by the corporatist organisations and conssts of a fixed percentage increase for all
wage scales. This is cdled the contractud initid increase, and can be seen in the modd as an
adjusment to aggregate shocks that can be better handled by corporatist organisations than by
negotiations on the firm level. The last part of the wage increase are the incidental increasss,

which is the set of increases not explained by components one and two. These changes are
negotiated at the micro level. Notice that this component is zero for two thirds of all workers,

which is in line with the implications of the hold-up modd.

Also corresponding with the hold-up model is the Ceedom of employers to set wages for new

hires. Wages for new hires are almost never set a the lowest possible wage scales specified
by collective labour agreements, but based on the subjective interpretation of the capacities of
the new hire by the employer. When the new employee is sdttled in a specific wage scale, he
follows the yearly increases as is contracted by the corporatist organisations on the industry
leved. In teems of the modd, the micro level is best suited to vaue someon€'s particular
capacities, a higher level is best suited to determine the gppropriate wage increases as reaction
on aggregate shocks.

Other aspects of the moded that are Smilar to the Dutch practice are the long-term collective
labour agreements and extensons which are very common in the Netherlands. They form an
inditutional  structure in which employer and employee organisions can make long-term
agreements on the development of wage costs. In the discusson of specific investments, we
have seen tha it facilitates mutualy advantageous trade, if ex-post barganing power is
alocated to the party that carries out important non-contractible investments. Applying this to
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the literature of search modds, in which specific investments occur in the creation of
vacancies and searching for jobs, the Hosios condition tdls us when the search intensity of
workers and welfare of society are maximised (Hosos, 1990; Boone and Bovenberg, 2000).
This process hinges on the relaive bargaining power of workers and employers, which results
in the redive didribution of the rents. Too low barganing power for workers implies low
search activity because of low wages while too high bargaining power discourages
employees from looking for a job because the probability of finding one diminishes when
wages rise. Stating the divison of rent in long-term contracts prevents the employers and
employees from enlarging their bargaining power. Such a change in bargaining power would
mean that the ex-post level of bargaining power would differ from the ex-ante optima level of

bargaining power with as a consequence that the optimad didribution of rents would be
disturbed.

We may conclude that the modd of MacLeod and Macomson that describes long-term
contracts as solutions for hold-up problems is rdevant for the Dutch stuation. We saw above
that delegation of wage bargaining to corporatist organisations even further mitigates hold-up
problems when social partners act trustworthy in the bargaining process. Since we have seen,
in the previous section, that the Dutch inditutiond framework consss of severd trust
enhancing features, it seems gppropriate to link these observations with the actud policy
measures that are held responsible for the economic recovery. This is done in the next section.

5. Trust and the Dutch practice

This section pays dtention to the three policy measures that are consdered to be mainly
responsible for the Dutch miracle. They will be andysed in reation to the modd of section 4
and the importance of trust between the main players. Before this, we focus on the Wassenaar
agreement, which is seen as the starting point for these new policies.

Wassenaar Agreemen t

The most famous agreement that is produced by the STAR is the central agreement of
Wassenaar in 1982. This agreement, in which wage moderation is coupled to labour time
reduction, is seen as a turning point from the Dutch disease to the Dutch miracle. It marks the

moment that unions and employer associations started redlisng that they had to co-operate in

order to find a way out of the economic criss. Although the Wassenaar agreement was maybe

nothing more than a beacon of change - its text is rather short and vague - after it mutud trust
developed quickly and the agreement was followed by a dring of other central agreements. It

marked the beginning of an “ideologica pacification” between social partners (also see Van
Bottenburg, 1995: 199).

How did the agreement come into being? As we saw before, the economic stuation in the
beginning of the 1980s was unsudainable. The unions were not in a favourable postion. They
were losng members in a fast way and the government was threatening to use wage measures
to get rid of the automatic price compensation rule (Van Bottenburg, 1995: 194). Especidly
the threat of the govemment to intervene seems to have functioned as a trigger mechanism for
social partners to reach an agreement. The unions reasoned that they would gain nothing if the
government intervened, but that they could expect something in exchange if they would reach
an agreement with the employers. The compensation the unions sought (and got in the end)
was a redigribution of work. This redigtribution, given shape as labour time reduction, was
meant to fight unemployment.
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It is noticegble that not only the unions had an incentive to prevent govemment intervention in
the wage development. Also the employer associaions wanted to leave the government out of
the redm of labour market negotiations, dthough they had a different motive. The employers
were wary about the level of ambition the government would attain to lower unemployment.
They feared that the govemment would copy policy measures implemented in France and
Bdgium, where govemments announced collective job plans and obligatory working time
reduction (also see Visser and Hemerijck, 1997).

Notice, however, that the central agreements, signed by the chairmen of the employer and
employee federations, are not binding for member unions and associations, nor for individud
members. They just function as a focad point for negotiaions a lower levels about Iabour
dandards. This is reflected in the names given to the central agreements. They vary from
“central recommendations’ (1982), to “common policy framework” (1989), “social-economic

policy orientations’ (1992) and “agenda for the discusson on collective labour agreements’
(1992).

Although these central agreements of the STAR only put moral pressure on negotiating
parties a industry or firm leve, this moral pressure has proved to be strong enough to change
the outcomes of labour negotiations to a large extent. The agreement of Wassenaar of 1982 is
illustretive. The Wassenaar agreement dtated the importance of restoring firm profitability
through wage moderation. Together with labour time reduction, this should encourage
investments in employment. The agreement was very short, written in vague terms and not
legdly binding. The results however, were impressive. In reaction to the Wassenaar
agreement, the govemment enacted a law that made it possble to open up all exifing
collective labour agreements and to postpone the automatic price compensation. In one yesr,
about two thirds of all collective labour agreements had. been renegotiated. On average, the
price compensation was postponed for two years and the average working time declined with
five percent. Between 1983 and 1985, the average wage decreased in real teems by nine

percent (Visser and Hemerijck, 1997). The labour income ratio decreased from 95.3 percent
in 1982 to 81.5 percent in 1989.

An additiond stimulus for the instrument of wage moderation came from the CPB. More or
less as a coincidence, the CPB based its economic policy andyses at the end of 1970s on a
vintage mode in which the favourable effects of wage moderation on employment were much
stronger than the negative income effects (Den Butter, 1991). According to the model, lower
labour costs would have a dtrong podtive effect on the economy, because it incressed the
return on capital and would therefore postpone the replacement of machinery by more labour-
extensgve ones. SO in accordance to the model, the CPB already had “ingructed” social
partners and govemment for some years, that wage moderation would be the most appropriate
meesure to revive the economy. It marked the end of Keynesian demand policy.

A third important result of the agreement of Wassenaar, besdes the stimulus to further co-
operation between social partners and the start of a policy of wage moderation and work
redigribution, was the retrest of govemment from the redm of labour market negotiations.
This implied a drastic break with the past. Before 1982, the govemment intervened often and
in a direct marmer. In the nine years before the Wassenaar agreement, the govemment

intervened directly with wage meesures in six respective years. In the period after 1982, the
government abstained from interference. It dways followed the developments in labour

sandards closdly, but used the possibility of wage measures only as a trigger mechanism to

22




make sure that socid partners would by themselves reach reasonable negotiation results’.
Although the govemment does not intervene anymore in a direct way in the fied of labour
dandards, it Hill influences and supports developments that it consders favourable for the
economy. For example, the govemment supported the policy of wage moderation that socid
partners had agreed on, by lowering taxes and premiums for socia security. In this way, the
decline in purchase power of families was softened and thus made the agreement more
acceptable for workers. Another example is that when socid partners agreed on redigtribution
of work and ongoing liberdisation of the labour market, the govemment responded with a Jaw

on flexibility in labour rdations thereby adapting the law to the changing preferences for
flexible working hours.

A background for the creation of the Wassenaar agreement can be found in the “sense of
urgency’-feelings that arose in the beginnings of the eghties The WRR and severd

committees wrote aarming reports about the state of the economy. A contibuting factor to
these “sense of urgency”-feelings is the fact that policy makers know that the Netherlands are

a smal open economy and therefore rather vulnerable in an intemaiond economic context
(also see Katzengtein, 1985). The policy makers are aware of the fact that they don’'t have the

possibility of protectionism to guard their industries. The Netherlands are too smal to have an

impact on world economy, so it is the Dutch who will have to change when the economic
environment changes. This forms another dement tha forced the Dutch to develop problem

solving ways of decison making and inter organisationd co-operation between govemment

and socid patners in order to reach consensus about adjusting to changing economic

environments in flexible ways.

Policy measures

It is interesting to see how the theoretical consderations regarding the modd of the labour
market of section 4 relate to the three main policy measures that are hed responsible for the
Dutch miracle. Firgt, the most important, as stated before, was the policy of wage moderation
in combination with the promise of employers to invest in employment. This can be seen as
the clearest example of a long-term view of socid patners and of a dStuation in which
bargaining power has not been used to disturb the digtibution of rents. The fact that socid
unres, in the form of strikes, was extremely low by intemationa standards (see figure 6), can

be seen as a proof that labour relations were hedthy even after two decades of sustained wage
moderation.

7 Since 1982 the govemment stil1 has the right to proclaim aceiling on wage rises, but the law only allows for
these wage interventions in case the interests of the national economy require intervention because of sudden
extemal shocks to the economy.
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Figure 6: Annual average of production days lost by strikes,
per 1000 workers (19824998)
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The second important cause is found in the flexibilisation of the labour market. Notice that
both the first and second cause found support or maybe even originated in the Wassenaar
agreement. Although unions used to oppose flex work, during the eighties and nineties they
reached consensus with the employer organisations as how to organise the rights and duties of
flex workers. In 1999, a law on “Hexibility and security” came into force, which provides a
legal protection for flex workers. This attitude of willingness to adapt to a changing
environment is one of the reasons that flex work took a high flight in the Netherlands.
Between 1970 and 1996, the number of part-time jobs increased with 1.2 million to 1.8
million and the number of flexible jobs increased with 500,000 in this period, whereas the
number of full-time jobs sabilised a 3.7 million (Hartog, 1999). The opportunity for flex
work thus made a huge increase in employment possible. Again, consensus between social
partners and govemment were the basis of this development.

Reforms in social security are conddered as the third cause. They lowered the replacement
rate and thus simulated the search for work. Furthermore, they had a postive impact on
government finances, and thereby on taxes and insurance premiurns. The lowering of taxes
and premiums was used as support for the policy of wage restraint. Social partners, however,
played a more dubious role in the fidd of social security. Attempts of the government to
create financid incentives for sick and disabled workers to start working again, have been
systematicaly countered by social partners. Decreases of the benefit level were all “repaired”
through collective labour agreements®. Social partners also frustrated policies that were meant
to curb the volume of benefit recipients. By having a mgority in the managing boards of the
organisations that were responsble for the implementation, administration and control of the
social security system, they were able to grant easy access to benefits. The disability scheme
became a “dump’ for less productive workers. This was an easy way for employers to
subgtitute older workers for younger, better-trained and chesper ones, because employees
preferred the structural higher benefits of the dissbility scheme above those of unemployment,

8 Although the benefit level in case of sickness declined from 80 percent of the normal wage to 75 percent in
1985 and to 70 percent in 1986, collective agreements made sure that sick employeesreceived a benefit level of
100 percent from the first day of sickness.
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and the bill was paid by society as a whole. Reforms in 1994 and 1996 crested a privatised
Sickness Insurance programme for employees. In 1995, as a “punishment” the adminidtration
and operative control of unemployment, sckness and disability insurance was taken out of the
hands of socid patnes and given to independent inditutes. Yet, high socid security
expenditures for sickness and especidly for disability (WAO) ill constitute the maor dark
side of the success of the Dutch Polder modd. This problem will even aggravate in future
with the further rise in labour participation and the greying of the working age population (see
Scientific Council for Govemment Policy, 2000; Den Butter and Hazeu, 2001). It is the
Donner-committee, referred to earlier, which has the task to initide genuine inditutiond
reform that will get sufficient political support and support from the socia partners.

6. Concluson

In an intemational perspective, the Dutch economy has shown a remarkable record of
employment and welfare growth, darting in the beginning of the eghties This paper argues
that the Dutch culture of consensus formation condituted a mgor driving force for this
miraculous economic recovery. The inditutional framework for social-economic policy
preparation digplays various features that are in line with theories about trust-formation in
networks. Trust between the foremen of govemment and socid partners have led to co-
operative long-term views on the economic problems, which provided ample societd and
political support for drastic policy measures. In this way, the Dutch inditutiond framework,
with its specific formal and informa consultation structure, has functioned as an intermediary
between trust at the micro level and macroeconomic performance of the country. The way in
which the interaction between scientific economic andyses and policy making iS organised,
contributed to a mgor extent to the formation of trust and hence to societal support for policy
measures that were insrumentd in the economic recovery.

Of course, our paper is narrative in the sense that it describes the link between the success of
the Polder modd and the role of networks, trust and indtitutions by a one case-study only. So
our study cannot be regarded as an empirical test of the relevance of the theoreticd
argumentation. As a maiter of fact, such empiricd tet seems not feasble anyhow in
discussons of the influence of inditutions on macroeconomic performance. There are no
“winning” inditutiond modds as the socid and higtorical background is different for each
country (see Freeman, 1998).

References

Aarts, L.JM, R.V. Burkhauser and Ph.R. de Jong (eds.) (1996), Curing the Dutch disease: an
international perspective on disability policy reform, International studies on social security,
vol. 1, Aldershot, UK and Brookfield, Vt: Ashgate, Avebury

Andriessen, JE. (1987), Het economisch eldorado, 1955-1965, in A. Knoester (ed.), Lessen
uit het verleden: 125 jaar Vereniging voor de Staathuishoudkunde, H.E. Stenfert Kroese,
Leiden/Antwerpen, pp. 189- 197

Beaudry, P. en DiNardo, J. (1991), The effect of implicit contracts on the movement of wages

over the business cycdle: evidence from micro data, Journal of Political Economy, vol. 99, no.
4, pp. 665-688

25




Bogaard, A.A. van der (1998), Configuring the economy. The emergence of a modelling
practice in the Netherlands, 1920-1955, Amgerdam: Thea Thesis

Boone, J, and A.L. Bovenberg (2000), Optima labor taxation and search, mimeo February
16, 2000

Bottenburg, M. van (1995), ‘Aan den arbeid! ’ In de wandelgangen van de Stichting van de
Arbeid 1945-1995, Amsterdam: Bert Bakker

Bovenberg, A.L. (2000), On the cutting edge between policy and academia: chalenges for
public economists, De Economist, vol. 148, no. 3, pp. 295-329

Buskens, V.W. (1999), Social networks and trust, Thess, Utrecht

Butter, F.A.G. den (1991), Macroeconomic moddling and the policy of redrant in the
Netherlands, Economic Modelling, pp. 16-33

Butter, FA.G. den, and M.S. Morgan (1998), What makes the modds-policy interaction
successful?, Economic Modelling, vol. 15, pp. 443-475

Butter, F.A.G. den, and C.A. Hazeu (2001), Labour participation and institutional reform in

the Dutch polder model, Paper for presentation a the EALE conference, Jyvaskyl§,
September 2001.

Camerer, CF. and RH. Thde (1995), Ultimaums, dictators and maenners, Journal of
Economic Perspectives, vol. 9, no. 2, pp. 209-219

Coleman, J.S. (1990), Foundations of Social Theory, Cambridge: Harvard University Press

Don, F.JH. (1996), De postie van het Centradl Planbureau, Economisch Statistische
Berichten, vol. 81, pp. 208-212.

Freeman, RB, (1998), War of the modds which labour market inditutions for the 21st
century?, Labour Economics, val. 5, pp. 1-24.

Gordon, D. (1994), Bosses of different stripes: a cross-nationa perspective on monitoring and
supervison, American Economic Review, vol. 84, no. 2, Papers & Proceedings, pp. 375-379

Giith, W., R. Schmittberger and B. Schwarze (1982), An expeaimentad andyss of ultimatum
bargaining, Journal of Economie Behavior and Organization, vol. 3, no. 3, pp. 367-388

Hartog, J. (1999), The Netherlands. so what s so special about the Dutch model?, ILO
Employment and training papers 54

Hashimoto, M. (1981), Firm-specific human capital as a shared investment, American
Economie Review, vol. 71, no. 3, pp. 475-482

Hassink, W.H.J. (1997), Dismiss through disability, De Economist, vol. 145, no. 1, pp. 29-
46

26




Hosios, AJ. (1990), On the efficency of matching and related modes of search and
unemployment, Review of Economic Sudies, vol. 57, pp. 279-298

Klamer, A. (1990), Verzuilde dromen; 40 jaar SER, Uitgeverij Bdans, Amsterdam.
Knoester, A. (1989), Economische politiek in Nederland, Leiden/Antwerpen: Stenfert Kroese
Lindeboom, M. (1992), Empirical duration models for the labour market, Leiden

MacLeod, W.B. en JM. Macomson (1993), Investments, Holdup, and the Form of Market
Contracts, American Economic Review, vol. 83, pp. 8 11-837

Ostrom, E., and J. Walker (1997), Neither markets nor states: linking transformation

processes in collective action arenas, in: D.C. Mudler ed., Perspectives on public choice: a
handbook, Cambridge: Cambridge Universty Press, pp. 35-72

Ostrom, E. (2000), Collective action and the evolution of social norms, Journal of Economic
Perspectives, vol. 14, no. 3, pp. 137-158

Poortvlied, R., and A. Akkerman (2000), Van centraal akkoord naar CAO. Een meting en
verklaring van de doorwerking van akkoorden van de Sichting van de Arbeid,

(conceptrapport)
Putnam, R.D. (1993), Making democracy work, Princeton: Princeton Universty Press

Scentific Council for Govemment Policy (WRR) (2000), Doorgroei van arbeidsparticipatie,
Rapporten aan de Regering, no. 57, SDU Uitgeverij, Den Haag.

Teulings, CN., and J Hartog (1998), Corporatism or competition? Labour contracts,
institutions and wage structures in international comparison, Cambridge Cambridge
Universty Press

Tinbergen, J. (1936), Kan hier te lande, d dan niet na overheidsingrijpen een verbetering van
de binnenlandse conjunctuur intreden, ook zonder verbetering van onze exportpositie? Welke
lering kan ten aanzien van dit vraagstuk worden getrokken uit de ervaringen van andere
landen?, Praeadviezen voor de Vereeniging voor de Staathuishoudkunde en de Statistiek, Den
Haag: Nijhoff, pp. 62-108

Vissr, J, and A. Hemerijck (1997), A Dutch miracle, Amgerdam: Amgerdam University
Press

Williamson, O.E. (1985), The economic institutions of capitalism, New York: Free Press

27




